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This paper reports the findings of an empirical test on recency effect in auditors' belief 
revision process and its relation to the field dependence cognitive style. The research is 
based on Hogarth & Einhorn's belief-adjustment model, which predicts a recency effect when 
a short series of complex, mixed evidence is evaluated sequentially. Using the ANOVA 
technique, 20 auditors participated in a questionnaire administered by the researcher. Our 
research findings confirm the existence of a significant recency effect and show that the field 
dependent cognitive style interacts with the order of the evidence to influence the auditors 
belief adjustment process. 
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Most auditors will agree that audit opinions and conclusions should be affected by the 
direction, strength and type of evidence they receive, but not the order in which it is 
collected. If an auditor's audit judgements are affected by the order of evidence 
received, different levels of audit testing or audit assertions could be made when two 
auditors examine the same bits of information but in a different order. Therefore 
‘cost and/or quality of an audit may be affected by this normatively irrelevant task 
variable' (Ashton & Ashton 1988). 
There have been a lot of studies on how people revise their beliefs (e.g. decision 
theory, psychology, behavioral accounting), that is, how information is integrated 
with prior beliefs. In particular, a great deal of interest has been drawn to the 
judgement formation process of auditors. 
In the earlier decades, the Bayes theorem has received the most attention. In recent 
years, it is increasingly felt that audit judgement formation is a sequential process. 
Audit judgement is recognised as ‘a continuous process of receiving information, 
choosing to act or not act, receiving further information, choosing to act or not act.' 
(Gibbins, 1984，p. 110). In arriving at a particular judgement, an auditor starts with 
an initial belief about the situation and revises his belief upward or downward 
depending on the direction and strength of evidence. 
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The most prominent work on the sequential processing of information is a study made 
by Hogarth & Einhorn. which presents a theory of belief-updating. The belief-
adjustment model developed by them has enriched the research literature by adding 
two new dimensions : the order in which additional evidence is presented and the 
presentation mode. 
The previous studies pinpoint that audit judgement formation is a very complex 
process which is subject to the influence of many variables. In addition to the task 
variables identified by Hogarth & Einhorn as having a prime role in the human 
information processing, psychology research also points out that individual 
psychological differences could feature in this process. 
Our project seeks to extend these earlier studies by empirically testing the auditors' 
attitudes towards the order of evidence. In particular, we hope to add value to the 
existing research by testing one dimension of individual psychological differences (the 
cognitive style) and its relation to the belief adjustment process. 
To summarise, our objectives are to test : 
1. whether the recency effect hypothesized by Hogarth and Einhorn affect the 
judgement of auditors. 
2. whether the cognitive style of individual will have any impact on the auditors 




Literature abound in decision theory, psychology and behavioral accounting on the 
auditors'judgement formation process. The Bayes theorem, which has in the past 
played a central role in the studies of audit evidence evaluation, is no longer felt to 
be an adequate description of the auditors' judgement process. 
It is increasingly recognised that audit judgement is a sequential process. (Gibbins, 
Ashton & Ashton\ Asare. William J. Messier) The most influential work is this area 
is a belief adjustment model developed by Hogarth & Einhorn (1985，1989 & 1992). 
The model 'presumes a simple information processing strategy, (of which) its 
interaction with different task variables yields a complex pattern of predictions 
concerning order effects.' (p.3) 
In their research, Hogarth & Einhorn. find that people handle belief-updating tasks by 
a sequential anchoring-and-adjustment process in which the current belief, (or the 
anchor), is adjusted by the impact of succeeding pieces of evidence. One of the 
conclusions which arises from the research is that the order of evidence has a strong 
effect on the belief updating process. 
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Mathematically, the model can be presented as : 
Sk = Sw + Wk[S(Xk): R] . 
where 
Sk = degree of belief in some hypothesis, impression or attitude after 
evaluating k pieces of evidence. 
Sk_i = anchor or prior opinion. The initial strength of belief is 
denoted S0. 
S(Xk)= subjective evaluation of the kth piece of evidence. 
R = the reference point or background against which the impact of 
the kth piece of evidence is evaluated. 
wk = the adjustment weight for the kth piece of evidence 
Three processes affect the model : how evidence is encoded (whether evidence is 
encoded relative to the level of current belief or in an absolute manner), how 
evidence is processed (the response mode) and how the adjustment process is 
accomplished, (i.e. whether a contrast effect is prevalent) 
The discussion of the model that follows is restricted to areas that are related to the 
empirical testing conducted in our research and the model's predictions. A full 
description of the model can be found in Einhorn & Hogarth (1992) and Asare and 
Messier (1991). . 
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The first issue dealt by the model which is of relevancy to our research relates to the 
response mode : the Step-by-Step (SbS) process and an End-of-Sequence (EoS). 
Under the SbS process, an individual is assumed to update his/her belief after each 
piece of evidence whereas under the EoS mode, the initial belief (i.e. the anchor) is 
adjusted by the aggregate impact of all the evidences added together. 
The choice between EoS and SbS processes depends on certain conditions. In 
general, when a task demands an SbS response mode, the SbS process must be used. 
However, an EoS response mode can be met by either an EoS or SbS process. 
The EoS strategy requires aggregating and integrating all items in order to adjust the 
initial anchor. This results in great demand in memory and information-processing 
load and can be costly in terms of mental resources. SbS strategy, on the other hand, 
makes minimal demands on memory and information-processing load. When 
requested to provide EoS responses, people are more likely to use an EoS process 
when the evidence items are simple and short. However, when the complexity and 
length of the series of evidence increases, they tend to adopt the SbS process. 
Hogarth and Einhorn have carried out exhaustive studies on previous literature of 
order effects (e.g. Luchins & Luchins 1984, Tetlock 1983, Yates & Curley 1986) 
and identified three task variables as having the greatest impact on the order effects: 
the complexity of the task, the length of the series and the response mode. 
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Complexity is a function of both the amount of information that needs to be processed 
for each piece of evidence and the lack of familiarity with the task. Tasks are 
treated as complex when they involve a large number of information or an unfamiliar 
stimuli. The relation of complexity to order effects is that as complexity increases, 
people find it increasingly difficult to digest all the information and therefore has to 
adopt processing strategies that ease cognitive strain. 
Length of series refers to the number of pieces of information to be evaluated. As 
the number of pieces increases, an individual find it increasingly difficult to process 
so many pieces of information and they are expected to become less sensitive to the 
impact of new information. Tasks are classified by Hogarth & Einhorn as short 
(involving 2 to 12 items) and long (involving more than 17 items). 
Response mode refers to the Step-by-Step (SbS) and End-of-Sequence process (EoS) 
described earlier. 
Of the 76 studies made by Hogarth & Einhorn、43 involved simple evidence items 
for short series and a clear pattern was discerned : 19 out of 27 EoS studies 
indicated a primacy effect while all the 16 in SbS studies indicated recency. 
This was particularly true for mixed evidence while for consistent evidence, the 
response mode did not seem to have a significant effect. 
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There were fewer studies conducted for Short, Complex tasks (11 studies). 
However, almost all of them (9 studies) demonstrated recency independent of the 
response mode. As for the tasks involving Long Series, 14 of 16 studies in the 
Simple category resulted in primacy, again a finding that seemed to be independent 
of the response mode. 
Predictions of the model: 
Table 1 summarises the Table l 
Predications of the Belief-Adjustment Model Assuming a 
predictions of the model in Step-by-Step Method 
, , Type of Evidence 
three dimensions : the type, 
Length of Series 
complexity of evidence and of evidence Consistent Mixed 
the length of the series using Short Series: 
一 Simple No effect Recenqy ； 
ot_ 0 Complex No effect Reeeney 
an SbS process. 1 
Long Series : Primacy Fore^ taw^rd$ 
recency 
The SbS process is used because it is believed to mimic the audit judgment 
formulation process. "... as a normal routine, judgement proceeds incrementally 
rather than by gathering full information and integrating it all before choosing a 
response." (Gibbins, \9S4 p. 110) 
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The model predicts the presence of recency effects when a short series of complex, 
mixed evidence is reviewed. Recency effects are predicted because the adjustment 
weight of the kth piece of evidence is dependent on the current anchor which in turns 
is dependent on the strength and sign of the previously evaluated evidence. 
In Hogarth & Einhorn }s research, five experiments were conducted to test their 
assertions. In experiment 3, 4 and 5, mixed evidence (i.e. positive and negative 
evidence) were used and recency were found in all the three experiments. 
Despite the research made by Hogarth & Einhorn, opinions diverse on the effect of 
order. Nisbett and Ross (1980), for example stated that "Although the order of 
presentation of information sometimes has no effect on final judgement, and recency 
effects are sometimes found, these are the exception; several decades of psychological 
research have shown that primacy effects are overwhelmingly more probable.” 
Messier et al. (1987) used two different audit scenarios to test the predictions of the 
model. In their experiment, mixed evidence was used and they found that significant 
order effects existed: the order of evidence of two pieces of positive evidence 
followed by two pieces of negative evidence resulted in greater downward revisions 
of initial belief than the reverse order of negative evidence followed by positive 
evidence. 
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Ashton & Ashton (19SS) tested the model in a "simplified, well-defined auditing 
scenario" and found the results consistent with the predictions of the model. 
One interesting point noted by Ashton & Ashton was that negative evidence received 
after positive evidence would result in greater discounting, and that positive evidence 
received after negative evidence would result in a greater increase in beliefs. The 
reason suggested was that as errors in financial statements might go undetected was 
the primary risk perceived by auditors, therefore auditors are more sensitive to 
negative than to positive evidence. 
Tubbs. Messier and Knechel (1990) extended the research on the model by employing 
more content-rich audit scenarios which were closer to the actual auditing context. 
In his study, four experiments were conducted involving 251 experienced auditors, 
to determine whether the order of evidence had a significant effect on auditors' belief 
revisions. The results showed no order effects for consistent evidence, but a recency 
effect for mixed evidence. Therefore the findings were consistent with Ashton and 
Ashton. 
Hogarth & Einhorn,s studies have made important contributions to the studies of 
behavioral accounting. In addition to the three、features of the Bayes，theorem 
(direction, strength and type), the Hogarth & Einhorn model considers two other 
important features : order and presentation mode that affect the audit judgement 
formation process. (Ashton and Ashton 1988). 
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Basically, the Hogarth & Einhorn model concentrates on the external task variables 
that have an impact on the auditors judgement formation process. In psychology, 
there has been a wealth of research and studies on individual psychological 
differences and their relation to human information processing. Especially, the 
accountants' decision making process have been extensively reviewed, (e.g. Lusk 
1973, Benbasat and Dexter 1979’ McGhee. Shields and Birnbers. 1978，Gul 1983). 
Individual psychological differences involve two related dimensions : the personality 
and cognitive style. Personality refers to attitudes and beliefs of individuals whereas 
the cognitive style refers to the way an individual receives, stores, processes, and 
transmit information (Pratt. 1980 p.502). These variables act as "mediating variables 
between the receipt of information and resultant decisions." (McGhee, Shields and 
Bimberg 1978). 
In our study, we will focus on the 'cognitive characteristics' and how it features in 
the judgement formation process of auditors. As put by Pratt (1980)，cognitive style 
is a moderating variable between the accounting information/decision making 
relationship. Also, Dernier (1973, p.511) states "the cognitive characteristic of an 
information user may affect his perception of what information is important and, 
hence, may affect how information influences his ultimate behaviour." 
Selected dimensions of the cognitive characteristics would be studied. The field 
dependence cognitive style will be selected as it has a long and rich history as a 
psychological variable that affects individuals' decision making. (Gul 1987，Lusk, 
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1973，Benbasat and Dexter. 1979)). Under this cognitive style dimension, individuals 
are classified as field dependent (FD) or field independent (FI). FD individuals are 
believed to be more receptive than FI individuals to social stimuli and new 
information (Ruble and Nakmura 1972, GoodenouMh 1976) and make more use of the 
opinions of other people than FI subjects (Birmingham 1975). Birmingham (1975) 
also find that a persuasive written communication had a greater effect on attitude 
change among FD as contrasted with FI people. 
The purpose of our research is to present additional evidence on the relevance of 







The findings of Hogarth & Einhorn (1992). Nessier and Tubbs(1991). Asare(1991). 
Ashton and Asht.on(1988) indicate that for a short series of complex, mixed evidence, 
a recency effect will be observed. Therefore, we will set the first hypothesis as 
follows: 
H, : when a short series of complex, mixed evidence is evaluated 
sequentially, a recency effect will occur 
As FD individuals demonstrate a greater acceptance of new information and display 
a greater attitude change to a persuasive written communication, a reasonable 
expectation is that the extent of recency effect will be more prominent among FD 
individuals than FI individuals. Therefore, we will set our second and third 
hypothesis as follows: 
H2 : The change in belief exhibited by FD individuals are greater than 
FI individuals. 
H3 : Order of evidence interacts with field dependence cognitive style to 
affect the change in belief 
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Questionnaire design and monitoring 
Subjects and procedures :； 
Subjects were twenty auditors drawn from a variety of CPA firms. They were the 
present and past colleagues of the researcher. The minimum experience of the 
auditors is two years. 
Instrumentation: 
The subjects were put into a conference room to fill out a set of questionnaire 
prepared by the researcher. The whole process was administered by the researcher. 
The questionnaire consists of two parts. In the first part, the field dependence 
cognitive style is tested by using the Group Embedded Figure Test (GEFT) developed 
by Within et al. 
Under the GEFT test, subjects are instructed to find simple figures in a relatively 
complex design. The design is patterned in such a way that the simple figure is 
hidden. In order to locate the simple figure，it is necessary to break up the organised 
pattern. 
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Subjects who have difficulty in separating the simple figure from the complex design 
are classified as field dependent. Conversely, those who can easily overcome the 
influence of the organized complex pattern in locating the simple figure are classified 
as field independent. The test consists of eighteen complex designs, and the subjects 
are required to identify the simple figures within ten minutes. On point is scored for 
each successful identification, and the score can range from zero (extremely FD) to 
eighteen (extremely FI). 
In the second part, subjects are presented with a case scenario of a trading company. 
The scenario is a hypothetical case developed by the researcher. It concerns the 
account receivable system of a company. The background of the audit scenario is 
given, followed by four sets of audit situations and evidence. The situations involve 
Short, Complex evidence. 
Four pieces of evidences are presented, with 2 pieces of positive and 2 pieces of 
negative evidences. The 4 pieces of evidence were presented in two order : 2 
positive followed by two negatives (i.e. + +--) or the reverse (i.e. —+ +). The step-
by-step mode is used in the presentation of the evidence. 
Subjects are given an initial belief of 50. (This judgement corresponds to the S0 used 
in the belief adjustment model) At the end of reading each piece of evidence, they 
are asked "what is your revised belief that the account receivable is fairly stated in 
the financial statement?' , (the degree of belief is indicated by a number ranging 
from 0 to 100，with 0 indicating total belief and 100 indicating total disbelief). 
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Also, they are asked on the level of confidence they have in their decision. The 
question is asked because prior research finds that field dependence individuals were 
likely to make more confident decisions than their field independent counterparts. 
(Gul. 1988). Confidence in decision can be defined as the self-rated confidence in 
the correctness of decision. (Taylor、1975) 
The time allowed for completing the first part of the questionnaire is 10 minutes and 
the second part 15 minutes. 
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Analysis of experiment results: 
General results : 
The average experience of the auditors is 4.03 years. 
The subjects’ performance on the EFT is summarised as follows: 
Mean = 14.95 
Median = 15 
Maximum = 18 
Minimum = 11 
Standard Deviation = 2.29 
The median score on The Embedded Figure test is 15. Following the method adopted 
by Oliver and Flamholtz (1978)，LMSJC (1973), Benbasat and Dexter (1979) and Gul 
(1984), subjects were categorized as either FD or FI on the basis of a median split 
at 15. Subjects who score 15 and below are classified as FD whereas subjects who 
score above 15 are classified as FI. As a result of this cutoff, we have 10 FIs and 
10 FDs. 
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The results for test of Table 1 
H! and H2 are reported ANOVA : Order of Evidence and Cognitive Style 
. Degree Sign. 
in 1 able 1. Source F Value of Freedom Level 
Order (A) 78.62 1,16 0.001 
Field Dependence (B) 0.17 1,16 N.S 
A X B 3.44 1,16 0.10 
Analysis of— 
The mean change in the auditors' belief (i.e. S4 - S0, where Sk is the degree of belief 
after evaluating k pieces of evidence) was + 18 for the order (--++) and -8.5 for the 
(+ H—) order. The difference between the orders is significant (F=78.62，p<0.001). 
Hence, H, is confirmed； Recency effect occurs in the belief adjustment process of 
auditors. 
Analysis of H? & H?: 
In testing H2 & H3, the data are separated into four groups: 
Group 1 : field dependent auditors facing order (--++) presentation (5 auditors) 
Group 2 : field independent auditors facing order (--++) presentation (5 auditors) 
Group 3 : field dependent auditors facing order (+ +--) presentation (5 auditors) 
Group 4 : field independent auditors facing order (++--) presentation (5 auditors) 
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The data were analyzed via a 2(order) x 2 (field dependence) two way ANOVA. 
Two F-values were computed for evaluating whether field dependence would affect 
the change in belief of the auditors and whether there was interaction between field 
dependence and the order of the evidences. Results for testing H2 which were also 
reported in Table 1 showed that field dependence would not affect the change in 
belief. However, for H3, there was significant interaction between field dependence 
cognitive style and the order of the evidence (F = 3.44, p<0.10). 
Witkin and Goodenou^h (1977, p.662) hypothesised that FD accountants are more 
likely to make decisions more confidently than the FI accountants. Similar findings 
that field dependence is positively correlated with decision confidence is also found 
by Gul(1983). In our research, we have also looked at the decision confidence of our 
subjects by asking at the end of the questionnaire, what level of confidence they have 
that the number of transactions they selected for further testing would provide 
adequate assurance to them. 
F i g u r e 1 
Relatioasfaip of Field d^enaeaoe ana docisioa oonGdaioe 
I , " " " I 
The relationship between 18 j • 
field dependence and 11« L « « | 
1 is L - - “ i 
decision confidence have | I 
been plotted in Figure L S 13 j * 
.、 L • 
50 60 70 80 90 100 
Confidence levd (shown as percentage) 
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It can visually seen that co-relationship exists between the field dependence and 
decision confidence. Using the T-test, decision confidence and field dependence is 
significant for both Negative/Positive (t = 2.06, p < 0.05) and positive/negative order 
( t = 3.13，p<0.05). Our results confirm the findings of Gul 1983. 
The order (Negative/Positive or Positive/Negative) does not have any bearing on the 
decision confidence at 95% level of confidence. The test results are illustrated in 
Table 3. 
Table 3 
T~test for the relationship between order of evidence, field dependence and 
decision confidence 
Observed Critical t 
t value value 95% Comment | 
N/P mean P/N mean 
FD 81 78 0.47 1.86 ( d f =乡 )No t significant 
FI 68 63 1.04 1.86 (df=8) Not significant ;： 
Observed Critical t 
t value value 95% Comment 
FD mean FI mean 
N/P 81 68 2.06 1.86 (df=8) Significant 
P/N 78 63 3.13 1.86 (df=8) Significant 
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Discussions and further studies: 
The recency effect has been clearly exhibited by the subjects. (F =78.62，p< 0.001) 
To demonstrate clearly the process of the subjects' belief revision, their S0 through 
S4 judgements are plotted . Figure 2 
Summa^oCMeaa Change ia Subject's Bcficf 
90 : 1 
Figure 2 show the mean ^ I ^ ^ ^ (-一•+) 
subject responses by each • 仰 ( " ^ ^ ^ 
order of evidence. / ~^ 
Andboc Istbdief Zadbdid 3cdbe«cf ftoalbdicf 
As figure 1 indicates, it appears that the subjects' judgements follow a sequential 
pattern in the experiment. However, the extent to which this effect has on the 
auditors' actions remains unexplored. So far, opinions diverse in this aspect. ‘While 
judgement is generally an aid to choice, it is neither necessary nor sufficient for 
choice，(Hogarth & Einhorn). 
Asare (1991) examined whether the recency effect had a concrete effect on auditors' 
choices of audit reports. The results of his findings support the existence of recency 
effects in both belief revisions and audit report choices. 
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However, Messier (1992) conducted a similar study as Asare but the findings were 
contrary to Asare. In his study, two experiments were conducted to determine 
whether the recency effects led to different actions. In the first experiment, the 
subjects were given an account payable case and were asked on the total budgeted 
hours for the additional audit work as a result of the audit evidence they received. 
The main objective was to test whether the order of evidence had an impact on the 
extent of audit testing. 
In the second experiment, the subjects were presented with a case concerning a 
company in financial distress. Four additional evidences were presented and the 
subjects were asked on the likelihood of issuing a qualified audit report. The results 
of the experiments confirmed the existence of recency effects but they did not appear 
to result in different levels of audit testing or in the issuance of different audit 
reports. • 
The impact of the recency effect has important implications because ultimately, what 
matters most is the end result (audit actions) more than the process. Where the 
findings of Asare is correct, a recency effect could lead to over or under-auditing but 
this will not be the case if what Messier experimented with the auditors is the actual 
audit reaction. Due to the lack of consensus in this aspect, future work need to 
assess whether such recency effects lead to different levels of audit testing or different 
types of audit reports. 
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Our results also shows a significant interaction between cognitive style and recency 
effects. (F = 3.44’ p<0.10). Also, correlation exists between field dependence 
and decision confidence, a finding which corresponds with Gul 1983. However, as 
it is not the purpose of our studies to investigate the relationship between decision 
confidence and field dependence, no further work has been carried out to segregate 
the effect of other variables, such as age and experience, which are regarded by many 
researchers as having an impact on decision confidence.(^/v/c. 1972, Taylor, 1975, 
Gul 1983) 
So far, accounting researchers on order effects have been emphasizing tasks at the 
expense of psychological variables. Pratt (1980)，for example, supports the notion 
that task is a "far more promising area of study than either personality or cognitive 
style" (p.502.) Viewing the results of our studies this viewpoint need to be 
reconsidered. To the extent that different cognitive styles may have moderating 
effects on human information processing, future studies should consider the 
interacting effects of psychological variables with task variables. 
The present study has sevepal limitations. First, individual differences have two 
dimensions : personality and cognitive style. Even within the cognitive style variable 
there are many traits (e.g. Messick 1976 lists no less than 19 cognitive traits). Thus, 
an examination of the FI Vs FD cognitive style in our research without an adequate 
consideration for variations in the other styles or the personality dimension may 
weaken the credibility of our research findings. The views of such a limitation is also 
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recognised by other researchers. (Gul 1984, Pratt. 1980) To the extent that this 
may impact on our studies, further research should seek to incorporate personality 
and cognitive style into the experimental designs to study their impact on the order 
effects in the audit judgement process. 
Second, in our research, the Step-by-step method is used as this mimics the 
judgement process. Since the questionnaire requires the subjects to indicate their 
degree of belief after reading each piece of evidence, the subjects may be mislead to 
think that they must revised their belief although this may not be their usual practice 
to do so. 
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Conclusion 
The findings of this study have added value to the growing knowledge concerning the 
auditors' process of revising belief in two aspects. Firstly, the study finds that 
different task and context variables affect auditors, judgement process. Our study 
experiments with the sequential evaluation of a short series of complex, mixed 
evidence and finds that a significant recency effect occurs. Besides task variables, 
the study also highlights that psychological variable plays a role. Our experiments 
confirm that the order of evidence interacts with field dependency cognitive style to 
affect the auditors' change in belief. Therefore, the results of our study are important 
to audit practice because they have implications on audit personnel selection and 
training. 
25 
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Research on Order effects on Auditors，Belief Revision 
Instructions for completing the questionnaire 
1 ‘ The questionnaire is divided into two parts. 
2. The first part consists of an embedded figure test. 
3 • The second part consists of a case scenario on Promtec Manufacturing Ltd. and 
4 pieces of additional information on the Company. 
4. Background of the Company is given to you in the first page of the second part 
of the questionnaire. 
5. Please follow through the procedures in the order provided in the questionnaire 
and do not look forward to latter evidence or backward at previous 
information. 
.； Your kind co-operation is appreciated! 
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Promtec Manufacturing Ltd, a client of yours, is a company specializing in the 
manufacturing and trading of household furniture. It is a medium-sized company with 
a turnover in 1992 of HKD 100 million and a net profit before tax of HKD 11 
million. 
The Company has appointed your firm as auditors since 1991. You have been assigned 
the audit executive for the 1992 audit. In planning your audit programs on the 
account receivable section you have reviewed the previous year's working paper and 
your initial belief that the account receivable balance is fairly stated in the financial 
statements for the year ended 31/12/1992 is 50. (the degree of belief is represented 
in a scale of 0 to 100，with 0 meaning total disbelief and 100 meaning total belief). 
Upon further testing of the account receivable system, you have some additional 
findings and information as listed in the following pages. 
Evidence 1: , 
The Company is using an in-house developed software for the account receivable 
system. In your casual chats with the account receivable clerk and the programmer 
in the Computer department of the Company, you learnt that there have been a lot of 
problems in the design and operations of the account receivable system. As a result, 
the programmer responsible for developing the system was fired but before he went 
away, he destroyed the functional and system specifications of the account receivable 
system. The account receivable clerk told you that customers complaints have been 
received complaining that the invoice billing was incorrect. 
You have discussed the above issue with the Accountant of the Company, a new guy 
who has been recruited 1 month ago and he denied that customers complaints have 
been received since he joined the Company. 
Based on the initial belief (i.e. a belief of 50) and the above evidence, what is your 
revised belief that the account receivable is fairly stated in the financial statements? 
My revised belief is : 
(Please use a scale of 0 - 100, with 0 meaning total disbelief and 100 meaning total 
belief). 
Evidence 2: , 
On a monthly basis, statements are generated by the computer and sent out to 
customers. Where errors and discrepancies are raised by the customers, the 
Company's accountant will reconcile and check the discrepancies direct with the 
customers. The previous accountant who implemented this procedure and has more 
than 10 years experience with the Company, left the Company about six months ago. 
After his resignation, the position has been left vacant until a new accountant was 
recruited 1 month ago. 
From your review of the Accounts department's correspondences with customers，you 
noted that although the procedure of sending out monthly statements has been 
continued throughout the year, no follow up has been performed on disputed replies 
from customers since the last accountant has left. The company's new accountant told 
you that he speculated that most of the errors were due to timing differences of 
invoices and cash in transit and he was in fact too busy for other tasks than to perform 
reconciliations. 
Upon investigation, you noted that some of the discrepancies were due to the delay in 
updating the debtors sub-ledger and banking the cash receipts received. 
Based on your belief after reading evidence 1 and the above evidence, what is your 
revised belief that the account receivable is fairly stated in the financial statements? 
My revised belief is : 
(Please use a scale of 0 - 100, with 0 meaning total disbelief and 100 meaning total 
belief). 
Evidence 3: , 
After your findings in evidence 2, you have decided to circularize the balance 
confirmation requests on the company's major debtors. Approximately you have 
circulated 80% of the total balances outstanding and 30% of the number of debtors. 
So far, around 65% of the debtors in value and 22% of debtors in number have 
confirmed the correctness of the balances. All negative replies have been reconciled 
by the accountant. 
Based on your belief after reading evidence 2 and the above evidence, what is your 
revised belief that the account receivable is fairly stated in the financial statements? 
My revised belief is : • , . 
(Please use a scale of 0 - 100, with 0 meaning total disbelief and 100 meaning total 
belief). 
Evidence 4: , 
You have also carried out some compliance tests on the internal controls of account 
receivable system. The major tests include verifying that proper internal checks by 
the accounts staff have been conducted to ensure : 
1. the validity of sales : sales invoices are matched by supporting shipping 
documents/delivery notes 
2. proper authorization of sales : granting of credit, determination of price and 
terms are in conformity with the Company's laid down policy 
3. completeness of sales : sales invoices & shipping documents are pre-numbered 
and filed in sequence 
4. correct valuation of sales ； all invoices are seconded checked for correct price 
and casting before sending out 
Your tests have revealed no errors or irregular findings. The samples you have 
selected in performing the compliance tests are 20 items in each procedure. 
Based on your belief after reading evidence 3 and the above evidence, what is your 
revised belief that the account receivable is fairly stated in the financial statements? 
My revised belief is : 
(Please use a scale of 0 - 100, with 0 meaning total disbelief and 100 meaning total 
belief) 
Extent of audit testing 
After finish reviewing the above pieces of information, you are now required to 
determine the extent of substantive testing on the account receivable balance on 
Promtec Manufacturing Company. Basically you have decided to include three major 
tests in your audit program: 
1. matching sales invoices to supporting delivery notes/shipping documents 
2. reviewing the subsequent settlement made by debtors to bank cash receipts 
3. checking the arithmetic accuracy of the debtors sub-ledger 
Based on your final degree of belief after reading evidence 4 on the extent to which 
the account receivable is fairly stated in the financial statements, what is the number 
of transactions you would test in the audit program? 
The number of transactions I will test is : 
Your decision should be based on your judgement of the account receivable system but to 
provide you with some information, in 1991 the degree of belief that the account receivable 
is fairly stated is 75 and the number of transactions included in the substantive test are 25 
transactions. 
How confident are you that the extent of testing you have chosen is sufficient for you to 
formulate your audit conclusion. 
Please indicate with a X in the below 
0 ~ 50 100 
Personal Information 
In order to assist us in our analysis, we would like to obtain some information about 
you. All the data you provide will be kept confidential. 
1. What is your current position held with your company? 
2. Please indicate the number of years of experience you have worked in the audit 
field: ㈣ 
- THE END -
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